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COMMITTED to building the feading independent dermatology
company, Connetics has focused its resources exclusively on
serving the dermatology market. We have taken significant
steps over the past year to grow our dermatology franchise,
including acquiring Soltec Research Pty Ltd, expanding our
dermatology pipeline, increasing our sales force and creating
the Center for Skin Biology.

Connetics has invested resources to develop the Center for
Skin Biology to connect the scientific understanding of skin
disease with better treatment options. The Center was created
to bring together leading dermatologists and pharmacologists
from across the country to examine how topical drugs interact
with the skin. The purpose of the Center for Skin Biology is
to learn how to optimize drug penetration, distribution and
efficiency at the targeted treatment site on the skin and to
evaluate new agents for the development of innovative
dermatological products. We believe this consortium of
experts will enable Connetics to bring even more effective
and novel treatments to its product platform and the derma-
tology market.

In April 2001, we acquired Soltec, a company widely known
for highly innovative research in topical drug delivery
technologies. Soltec’s scientists have developed a variety of
technologies that provide unigue and highly effective means
of administering drugs to the skin. The acquisition of Soitec
provides Connetics with a broad development platform of
delivery technologies to advance its pipeline, as well as a
talented group of scientists to drive research and inngvation.

Together, the Center for Skin Biology and Soltec aim to
provide Connetics with a powerful strategic competitive
advantage in the development of products that are state of
the artin both formulation and skin pharmacology.

Connecting science

{Top photo) Xinfan Huang, #M.D., Seniar Director, Center for Skin Biology
and Hanafi Tanojo, Ph.D, Senior Scientist, Pharmacology/Toxicology
working with a flow-through diffusion cell, which studies the pharmaco-
kinetics of topical drugs. The Center for Skin Biclogy was created to
examine how topical drugs interact with and penetrate the skin. The
Center will support the continued development of innovative topical
dermatology products through scientific evaluation of potential producis,

and advancing the understanding of skin biclogy.

(Bottom photo) Soltec, the research operation of Connetics in Australia,
focuses on discovering and developing innovative topical drug delivery
formulations. These formulations aim to improve the management of
dermatological diseases, provide significant product differentiation and

extend product life cycles.
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CONFIDENT in Connetics’ products to effectively treat skin
diseases, dermatclogists and patients trust Luxiq and OLUX.
Both absorb into the skin quickly and leave no visible residue
on skin, hair or clothing. Luxiq and OLUX are delivered
through a proprietary technology that applies medicine to the
skin consistently and effectively, making it easy for patients to
use. A recent clinical study showed 98 percent of patients
surveyed were more likely to comply with their treatment
regimens when using the foam.

After a successful clinical trial, Connetics has applied for FDA
approval to expand OLUX's label to treat psoriasis in
non-scalp areas. OLUX is already proven as an effective and
convenient treatment for scalp dermatoses. Approval of the
expanded OLUX label could provide Connetics the opportunity
to pursue a market estimated to be in excess of $600 million.
It would also provide dermatologists and patients with an
effective and convenient alternative to currently available
treatments. Also, results from 17 clinical trials involving
Connetics’ products in a variety of steroid responsive
dermatoses were presented at the 2002 American Academy
of Dermatology Annual Meeting.

We continue to expand our clinical portfolio with a strong
pipeline of potential new therapies. Through our product
development programs, we are targeting new market oppor-
tunities that make up 90 percent of the $4.0 billion U.S. market
for prescription topical dermatology pharmaceuticals.
Our most advanced programs are focused on product devel-
opment for the $665 million antifungal and the $612 million
antibiotic segments.

While Connetics is focused on the prescription dermatology
market, one of our key strengths is providing the market with
innovative delivery systems. Connetics has granted
Pharmacia Corporation rights to our proprietary foam delivery
technology for use with Pharmacia’s Rogaine® hair loss
treatment. The agreement offers financial and strategic
opportunities and reinforces the value of the foam delivery
system. Also in 2001, we licensed our Liguipatch™ delivery
system to a major international healthcare company for the
development of one of its global over-the-counter brands.

Connecting skin

(Top photo) Connetics’ distinctive topical foam delivery technology
liquefies when applied to the skin. Upon application it delivers the
therapeutic agents directly to the affected area. Luxiq and OLUX are
cosmetically elegant and quick drying. These characteristics are
designed to make Luxiq and OLUX easier to use, non-greasy and generally
more appealing to patients than other dermatological {otions, creams and

ointments currently on the market.

(Chart) There are five major segments that make up the $4.0 billion
U.S. market for prescription topical dermatology pharmaceuticals. Luxig
and OLUX are treatments in the $985 million U.S. topical steroid market

segment.
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CARING about patients and providing innovative therapies for
serious skin diseases is what Connetics is all about. An
important part of our mission is to improve the quality of life
for each patient. The promise of bringing treatments and hope
for a better life to the millions of people who can be treated
with Luxig, OLUX and future products, strengthens our resolve
to achieve excellence in each area of our company.

We are also committed to providing the best customer service
possible to dermatologists, the dermatology community and
the patients who use our products. Our sales force is one of
our greatest strengths and most important assets. Over 75
people in our sales and marketing organization, including a
field sales force of 62, are experienced, well trained and highly
motivated to execute on Connetics’ sales objectives.

Our sales force directly serves doctors responsible for
approximately 90 percent of the dermatology prescriptions
written in the United States. We pride ourselves on our rela-
tionship with dermatologists and the dermatology community
and our collaboration with them to improve patients’ lives.

Connetics is dedicated to bringing its science and product
development expertise to dermatology. Through our solid
commitment to science, the dermatology community and
patients, Connetics is connecting science, skin and lives.

Connecting lives

{Top photo) Mancy Wolfin, #.D., a dermatologist in Great Neck, New York,
is dedicated to finding the mast effective treatments for Carol Renta and
her other patients with skin diseases. Dr. Wolfin prescribes Luxiq and
OLUX because her patients have outstanding results and success stories

such as Carol's on the preceding page.

(Bottom photo) Patrice Kolomer, Territory Ranager in Long Island, New
York, works closely with Dr. Mancy Wolfin and other dermatologists to

provide product information and support.

Patrice Kolomer




Dermatology Product Sales (Dollars in millions}

conmnetics®

Financial Data  (in millions) L e
Operaticons:

Product revenues $ 16.6 $ 20.1 309
Contract and royalty revenues 10.3 20.7 3.2
Total revenues 26.9 o 40.8 34.1
Total expenses 54.5 52.4 60.6
Loss from operations T 218) (ﬁfii - (26—5)—
Gain on sale of investments - 43.0 1 8.1 .
Other 0.3 0.8 1.7
Net income (loss) before ‘

cumulative effect of change ; :

in accounting principle (27.3) 32.2 (16.7)
Cumulative effect of change

in accounting principle . (5.2) -
Net income (loss) after ‘ I — -
cumulative effect of change

in accounting principle $ (27.3) $ 271.0 ¢ (16.7)
Balance sheel:

Cash and securities $ 28.3 3 80.2 48.5
Total assets 30.4 85.7 72.3
Stockholders” equity 14.3 72.6 61.4

Board of Directors

. dirk Razl

Chairman

Former President and Chief Executive Officer,

Genentech, Inc.

Themzs G. Wiggars

John C. Hane
Farmer President and Chief Operating Officer,
Cardinal Health, Inc.

Themas 3. iley
Attorney

President and Chief Executive Officer,

Connetics Corporation

Alexaxder E. Barkas, Ph.D. -
Managing Partner,
Prospect Venture Partners

Eugere A. Bawver, M.0.

Zlenn A. Qciassen
Founder and Former Chairman, Oclassen
Pharmaceuticals, Inc.

Leon E. Paraelle
Director, The Leon & Sylvia Panetta
Institute for Public Policy

Former VP, Stanford University Medicat Center

and Dean, Stanford University
School of Medicine 1995-2000

Connetics Corporation
3290 West Bayshore Road
Palo Alto CA 94303

T 650 843 2800

F 650 843 2899
www.connetics.com

Trademarks Connetics, Luxiq and OLUX are registered trademarks, and the Connetics logo and
"Connecting Science, Skin and Lives™ are trademarks, of Connetics Corporation.

Special Mote Except for historical information, this report cantains forward-iooking statements that
invalve risks and uncertainties. All information included in this report is based an information avail-
able to Connetics as of March 2002 and actual results could differ materially. Factors that could
cause or contribute to such differences include, but are not limited to, risks and other factors that are
discussed in documents filed by Connetics with the SEC. The significant risks include the nisk that
corporate revenue and profit margins will not be as projected, uncertainty of success of Connetics’
product development effarts and commercialization and product acceptance, and the uncertainties
associated with the regulatory process and competition from other products.
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